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CGeneral Information Letter: Presence of taxpayer-owned equi pmrent
within the State for purposes of providing services to custoners.

May 15, 1998

Dear :

This is in response to your letter dated April 26, 1998, in which you request a
CGeneral Information Letter. You letter contained questions involving a variety
of tax fields. This letter will only contain an answer to the income tax
guestion. The other questions will be answered by the correspondi ng areas of the
department . Departnment of Revenue ("Departnent") regulations require that the
Departnent issue only tw types of letter rulings, Private Letter Rulings
("PLRs") and Ceneral Information Letters ("dLs"). PLRs are issued by the

Departnent in response to specific taxpayer inquiries concerning the application
of a tax statute or rule to a particular fact situation. A PLR is binding on the
Departnent, but only as to the taxpayer who is the subject of the request for
ruling and only to the extent the facts recited in the PLR are correct and

compl et e. GLs do not constitute statements of agency policy that apply,
interpret or prescribe the tax laws and are not binding on the Department. For
your general information we have enclosed a copy of 2 Ill. Adm Code Part 1200

regarding rulings and other information issued by the Departnent.

Al though you have not specifically requested either type of ruling, the
informati on you have provided requires that we respond with a general information
letter.

In your request you st at ed:

This is the request of original request dated January 21, 1998. | am
writing in regards to several Business Tax issues:

1. State Tax Return Preparation and Sal es Tax Col |l ection

Does  XXXXXXX  XXXXXXXXXXXX, an Arizona Corporation, have any
responsibility to charge any tax on its services or |eased equipnent
to its Illinois based custonmers? Do we have any responsibility to the
State of Illinois for any sales, use, business privilege, or other

t axes and subsequent reporting?

To assist you in meking this determnation | wll offer a brief
history of our Dbusiness. As a broker for Translation and
Interpretation services we procure Translators and Interpreters froma
dat abase of over 3500 people across the United States. Additional ly
we wll begin offering this year a |ease program to sone of our
custoners on a patented telephone which permts two people of
di fferent | anguages to converse face-to-face via an off-site
Interpreter. The phone has two handsets and is programmed to search
out database and connect with an interpreter at the touch of three
buttons in a matter of mnutes. Because we are an Arizona Corporation
doi ng business around the country we have been advised by our CPA to



contact each city, county and state governnent we plan on doing
business in for a determ nation of what our responsibilities are.

It is our intent to begin soliciting our services in the Illinois area
and for this reason we would appreciate a determ nation under your
Illinois area and for refinement of our now patented phone and our
associ ated conmputer software support system as nost sales were test
driven with very little if any revenue. However, now that our patent
has been approved, new corporate officers have been selected and in
pl ace, and sal es are envisioned, we need to resolve this issue.

2. Cccupational License

It has cone to our attention that while services in nost States/Loca
governments are not taxed like retail sales, sonme have a requiremnent
that service based conpanies pay a tax on services by purchasing an
annual GOccupational License. Does the State of Illinois require an
Cccupati onal License?

3. Business License

We currently have no physical offices in the state of Illinois and no
plans exist to open any. Qur sales are generated through the
Internet, mailings, telephonic inquiries, and soon to be a distributor
who will only procure the sales of services and |eases. The billing
for services will remain a function of XXXXXXX XXXXXXXXXXXXX XX
XXXXXXX. As an Arizona Corporation what are the regul ati ons regarding
the necessity for a business |icense?

4. Property Tax

The only property that XXXXXXX XXXXXXXXXXXXX W |l have in Illinois
wi |l be the xxxxxxxxx xx |eased by our custonmers. WII|l we be required
to pay any property tax?

5. Incone Tax
Is there any State Incone Tax? |If so, do we as an Arizona Corporation
have any responsibility to report and pay | nconme Tax?

6. Other Tax or Reporting Requirenents
Pl ease advise if there are any other requirenents or taxes not
ment i oned above.

Depart nment Anal ysi s

The State of Illinois does have an incone tax entitled the Illinois |Incone Tax
Act ("Il TA") which can be found at 35 Illinois 5/101 et seq.. This inposes a tax
upon both resident individuals and resident businesses, as well as non-residents
earning revenue in Illinois. Section 201 of the IITA states in pertinent part:

(a) In general. A tax nmeasured by net inconme is hereby inposed on
every individual, corporation, trust and estate for each taxable year
ending after July 31, 1969 on the privilege of earning or receiving
income in or as a resident of this State. Such tax shall be in
addition to all other occupation or privilege taxes inposed by this



State or by any nunicipal corporation or political subdivision
t her eof .

(b) Rates. The tax inposed by subsection (a) of this Section
shall be determ ned as foll ows:

* % %

(8 In the case of a corporation, for taxable years beginning
after June 30, 1989, an anmount equal to 4.8% of the taxpayer's net
i ncome for the taxable year.

(c) Beginning on July 1, 1979 and thereafter, in addition to
such income tax, there is also hereby inposed the Personal Property
Tax Repl acenment | ncome Tax neasured by net incone on every corporation
(i ncluding Subchapter S corporations), partnership and trust, for each
taxabl e year ending after June 30, 1979. Such taxes are inposed on
the privilege of earning or receiving incone in or as a resident of
this State. The Personal Property Tax Repl acenent |ncone Tax shall be
in addition to the income tax inposed by subsections (a) and (b) of
this Section and in addition to all other occupation or privilege
taxes inposed by this State or by any nunicipal corporation or
political subdivision thereof.

(d) Additional Personal Property Tax Replacenent Inconme Tax
Rat es. The personal property tax replacenent income tax inposed by
this subsection and subsection (c) of this Section in the case of a
corporation, other than a Subchapter S corporation, shall be an
addi ti onal anobunt equal to 2.85% of such taxpayer's net incone for the
taxable year, except that beginning on January 1, 1981, and
thereafter, the rate of 2.85% specified in this subsection shall be
reduced to 2.5% and in the case of a partnership, trust or a
Subchapter S corporation shall be an additional anount equal to 1.5%
of such taxpayer's net income for the taxable year.

The question is whether your corporation would have nexus with Illinois so as to
be liable for these taxes. Based upon the information you provided in your
letter it appears that your conmpany would be required to pay Illinois incone tax.
Section 304 of the IITA concerns the business inconme of persons other that
residents, and states in part:

(a) In general. The business inconme of a person other than a
resident shall be allocated to this State if such person's business
income is derived solely from this State. If a person other than a

resi dent derives business inconme fromthis State and one or nore other
states, then, except as otherwise provided by this Section, such
person's business inconme shall be apportioned to this State by
multiplying the inconme by a fraction, the nunerator of which is the
sum of the property factor (if any), the payroll factor (if any) and
200% of the sales factor (if any), and the denom nator of which is 4
reduced by the nunber of factors other than the sales factor which
have a denom nator of zero and by an additional 2 if the sales factor
has a denom nator of zero.

* % %



(C Sales, other than sales of tangible personal property, are
inthis State if:

(i) The income-producing activity is perfornmed in this State;
or

(ii) The income-producing activity is performed both within and
without this State and a greater proportion of the income-producing
activity is perforned within this State than without this State, based
on performance costs.

The presence of the xxxxxxx telephones in Illinois would subject your conmpany to
the Illinois income tax unless the nunber was de mnims. However, since your
company intends to market your services in Illinois it seens unlikely that their
presence would be deenmed de mnims. Additionally, the presence of the
di stributor could subject your conpany to Illinois inconme tax.

Nor woul d your representative be protected by Public Law 86-272 (found at 15 USCA
8381) which only concerns the sale of tangible personal property. Accordi ngly,
based wupon the information supplied in your Iletter, your conpany would be
required to pay the Illinois incone tax.

I hope that this has been helpful to you. If you have additional questions
pl ease feel free to contact ne at the above address.

Si ncerely,

Charl es E. Matoesian
Associ ate Attorney (lnconme Tax)



